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EXPOSURE DRAFT 
PROPOSED STATEMENT ON 
AUDITING STANDARDS 
COMMUNICATIONS BETWEEN PREDECESSOR AND 
SUCCESSOR AUDITORS 
(To Supersede Statement on Auditing Standards No. 7, 
Communications Between Predecessor and Successor Auditors, and Its 
Interpretations) 
MARCH 7, 1997 
Prepared by the AICPA Audit ing Standards Board for comment 
f rom persons interested in auditing and reporting issues 
Comments should be received by June 16 , 1 9 9 7 , and addressed to 
Kim M. Gibson, Technical Manager, Audit and At tes t Standards, File 4 3 0 2 , 
AICPA, 1211 Avenue of the Americas, New York, NY 10036 -8775 
or via the Internet to KGIBSON@AICPA.ORG 
800107 
Copyright © 1997 by American Institute of Certified Public Accountants, Inc. 
Permission is granted to make copies of this work provided that such copies are for personal, 
intraorganizational, or educational use only and are not sold or disseminated and provided further that each 
copy bears the following credit line; "Copyright © 1997 by American Institute of Certified Public 
Accountants, Inc. Used with permission." 
Any individual or organization may obtain one copy of this document without charge until the end of the 
comment period by writing to the AICPA Order Department, Harborside Financial Center, 201 Plaza Three, 
Jersey City, NJ 07311-3881. This document is also available on AICPA Online at http://www.aicpa.org and 
the Accountants Forum on CompuServe. 
AICPA 
March 7, 1997 
Accompanying this letter is an exposure draft, approved by the Audit ing Standards Board (ASB), 
of a proposed Statement on Audit ing Standards (SAS) tit led Communications Between 
Predecessor and Successor Auditors. This proposed Statement provides guidance relating to 
communications between predecessor and successor auditors when a change of auditors has 
taken place or is in process. As a final SAS, this proposed Statement would supersede SAS No. 7, 
Communications Between Predecessor and Successor Auditors (AICPA, Professional Standards, 
vol . 1 , AU sec. 315) . 
Comments or suggestions on any aspect of this exposure draft will be welcomed. To facil itate 
consideration of responses by the ASB, to the extent possible, the comments should refer to 
specific paragraphs and include supporting reasons for each suggestion or comment. 
In developing guidance, the ASB considers the relationship between the cost imposed and the 
benefits reasonably expected to be derived from financial statement audits. It also considers the 
differences the auditor may encounter in the audit of the financial statements of smaller entities 
and, when appropriate, makes special provisions to meet those needs. The ASB would 
particularly appreciate comments on those matters. 
Wri t ten comments on the exposure draft will become part of the public record of the AICPA and 
will be available for public inspection at the offices of the AICPA after July 16, 1997 , for one 
year. Responses should be sent to Kim M. Gibson, Technical Manager, Audit and At tes t 
Standards, File 4 3 0 2 , AICPA, 1211 Avenue of the Americas, New York, NY 10036-8775 in t ime 
to be received by June 16, 1997. Responses also may be sent by electronic mail over the 
Internet to KGIBSON@AICPA.ORG. 
Sincerely, 
Edmund R. Noonan 
Chair 
Audit ing Standards Board 
Thomas Ray 
Director 
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SUMMARY 
Why Issued 
The Auditing Standards Board (ASB) has issued this exposure draft to provide appropriate guidance 
on the auditor's responsibility regarding communications between predecessor and successor auditors. 
What It Does 
This proposed Statement provides guidance relating to communications between predecessor and 
successor auditors when a change of auditors has taken place or is in process. This proposed 
Statement: 
• Revises the definitions of predecessor and successor auditors to reflect the current proposal 
environment found in today's practice. 
• Expands the required communications w i th the predecessor auditor before the successor 
auditor accepts an engagement to include inquiries about communications made by the 
predecessor auditor to audit committees or others w i th equivalent authority and responsibility 
as described in SAS No. 82 , Consideration of Fraud in a Financial Statement Audit (AICPA, 
Professional Standards, vo l . 1 , AU sec. 316) , SAS No. 54 , Illegal Acts by Clients (AICPA, 
Professional Standards, vol . 1 , AU sec. 317) , and SAS No. 6 0 , Communication of internal 
Control Related Matters Noted in an Audit (AICPA, Professional Standards, vol . 1 , AU sec. 
3 2 5 ) , and any other reasonable inquiries that the successor auditor may wish to ask the 
predecessor auditor. 
• Clarifies the successor auditor's responsibility w i th respect to obtaining suff icient competent 
evidential matter used in analyzing the impact of the opening balances on the current year 
f inancial statements and consistency of accounting principles as a matter of professional 
judgment . Examples of audit evidence provided include the most recent audited financial 
statements, the predecessor auditor's report thereon, the results of inquiry of the predecessor 
auditor, the results of the successor auditor's review of the predecessor auditor's working 
papers, and audit procedures performed on the current period's transactions that may provide 
evidence about the opening balances or consistency. 
• Expands the working papers ordinarily made available to the successor auditor by the 
predecessor auditor to include documentat ion of planning, internal control, audit results and 
other matters of continuing audit significance. 
• Introduces an illustrative client consent and acknowledgment letter and an illustrative 
successor auditor acknowledgment letter. A predecessor auditor may conclude that obtaining 
w r i t t en communications f rom both the former client and the successor auditor will allow 
greater communication between both parties and greater access to the working papers than 
would be the case in the absence of such communications. The ASB believes that it is in the 
public interest for successor auditors to have greater access to working papers and, 
accordingly, for all practit ioners to have access to these letters and to use them in their 
practice if they so choose. These letters are presented for il lustrative purposes only and not 
as a requirement by the proposed Standard. 
• Incorporates the Interpretations, Communications Between Predecessor and Successor 
Auditors Auditing Interpretations of Section 315 (AICPA, Professional Standards, vo l . 1 , AU 
sec. 9315) , into the proposed Statement. 
How It Affects Existing Standards 
This proposed Statement would supersede SAS No. 1, Communications Between Predecessor and 
Successor Auditors (AICPA, Professional Standards, vol . 1 , AU sec. 315) , and Its Interpretations. 
PROPOSED STATEMENT ON AUDITING STANDARDS 
COMMUNICATIONS BETWEEN PREDECESSOR 
AND SUCCESSOR AUDITORS 
INTRODUCTION 
1. The purpose of this Statement is to provide guidance relating to communications between 
predecessor and successor auditors when a change of auditors is in process or has taken place. It 
also provides communications guidance when possible misstatements are discovered in financial 
statements reported on by a predecessor auditor. This Statement applies whenever an independent 
auditor is considering accepting an engagement to audit or reaudit (see paragraph 14 of this 
Statement) financial statements in accordance w i th generally accepted auditing standards, and after 
an auditor has been retained to perform such an engagement. 
2. For the purposes of this Statement, the term predecessor auditor refers to an auditor who (1) has 
reported on the most recent audited financial statements or was engaged to perform but did not 
complete an audit of any subsequent financial statements1 and (2) has resigned, declined to stand for 
reappointment, or been notified that his or her services have been, or may be, terminated. The term 
successor auditor refers to an auditor who is considering accepting an engagement to audit financial 
statements, but who has not communicated w i th the predecessor auditor as provided in paragraphs 
7 through 10, and to an auditor who has accepted such an engagement. 
CHANGE OF AUDITORS 
3. An auditor should not accept an engagement until the communications described in paragraphs 
7 through 10 have been evaluated. However, an auditor may make a proposal for an audit 
engagement before communicating with the predecessor auditor. The auditor may wish to advise the 
prospective client (for example, in a proposal) that acceptance cannot be final until the 
communications have been evaluated. 
4 . Other communications between the successor and predecessor auditors, described in paragraph 
1 1 , are advisable. However, their t iming is more flexible. The successor auditor may at tempt these 
other communications either prior to acceptance of the engagement or subsequent thereto. 
5. When more than one auditor is considering acceptance of an engagement, the predecessor auditor 
should not be expected to be available to respond to inquiries until an auditor has accepted the 
engagement subject to the evaluation of the communication w i th the predecessor auditor as provided 
in paragraphs 7 through 10. 
6. The initiative for communicating rests w i th the successor auditor. The communicat ion may be 
either wr i t ten or oral. Both the predecessor and successor auditors should hold in confidence 
1Occasionally, a successor auditor is replaced before completing an audit engagement and issuing a 
report. This auditor is also considered to be a predecessor auditor. In such situations, there are two 
predecessor auditors, the auditor who reported on the most recent audited financial statements and the 
auditor who was engaged to perform but did not complete an audit of any subsequent financial statements. 
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information obtained f rom each other. This obligation applies whether or not the successor auditor 
accepts the engagement. 
Communications Before Successor Auditor Accepts Engagement 
7. Inquiry of the predecessor auditor is a necessary procedure because the predecessor auditor may 
be able to provide information that will assist the successor auditor in determining whether to accept 
the engagement. The successor auditor should bear in mind that , among other things, the 
predecessor auditor and the client may have disagreed about accounting principles, auditing 
procedures, or similarly significant matters. 
8. The successor auditor should request permission f rom the prospective client to make an inquiry 
of the predecessor auditor prior to final acceptance of the engagement. Except as permitted by the 
Rules of the Code of Professional Conduct, an auditor is precluded from disclosing confidential 
information obtained in the course of an engagement unless the client specifically consents. Thus, 
the successor auditor should ask the prospective client to authorize the predecessor auditor to 
respond ful ly to the successor auditor's inquiries. If a prospective client refuses to permit the 
predecessor auditor to respond or limits the response, the successor auditor should inquire as to the 
reasons and consider the implications of that refusal in deciding whether to accept the engagement. 
9. The successor auditor should make specific and reasonable inquiries of the predecessor auditor 
regarding matters that wil l assist the successor auditor in determining whether to accept the 
engagement. Matters subject to inquiry should include -
• Facts that might bear on the integrity of management. 
• Disagreements w i th management as to accounting principles, auditing procedures, or other 
similarly significant matters. 
• Communications to audit committees or others w i th equivalent authority and responsibility2 
regarding f raud, illegal acts by clients, and internal control related matters3 . 
• The predecessor auditor's understanding as to the reasons for the change of auditors. 
The successor auditor may wish to consider other reasonable inquiries. 
10. The predecessor auditor should respond promptly and ful ly, on the basis of known facts , to the 
successor auditor's reasonable inquiries. However, should the predecessor auditor decide, due to 
unusual circumstances such as impending, threatened, or potential l i t igation, disciplinary proceedings, 
or other unusual circumstances, not to respond fully to the inquiries, the predecessor auditor should 
clearly state that the response is l imited. If the successor auditor receives a limited response, its 
implications should be considered in deciding whether to accept the engagement. 
2For entities that do not have audit committees, the phrase "others with equivalent authority and 
responsibility" may include the board of directors, the board of trustees, or the owner in owner-managed 
entities. 
3See Statement on Auditing Standards (SAS) No. 82, Consideration of Fraud in a Financial 
Statement Audit (AICPA, Professional Standards, vol 1, AU sec. 316), SAS No. 54, Illegal Acts by Clients 
(AICPA, Professional Standards, vol. 1, AU sec. 317), and SAS No. 60, Communication of Internal Control 
Related Matters Noted in an Audit (AICPA, Professional Standards, vol 1, AU sec. 325). 
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Other Communications 
1 1 . The successor auditor should request the client to authorize the predecessor auditor to allow a 
review of the predecessor auditor's working papers. The predecessor auditor may wish to request 
a consent and acknowledgment letter f rom the client to document this authorization in an effort to 
reduce misunderstandings about the scope of the communications being authorized4. It is customary 
in such circumstances for the predecessor auditor to make himself or herself available to the 
successor auditor and make available for review certain of the working papers. The predecessor 
auditor should determine those working papers that are to be made available for review and those that 
may be copied. The predecessor auditor should ordinarily permit the successor auditor to review 
working papers, including documentation of planning, internal control, audit results and other matters 
of continuing accounting and auditing significance, such as the working paper analysis of balance 
sheet accounts, and those relating to contingencies. Also, the predecessor auditor should reach an 
understanding w i th the successor auditor as to the use of the working papers5. The extent, if any, 
to which a predecessor auditor permits access to the working papers is a matter of judgment. Valid 
reasons may lead the predecessor auditor to decide not to allow a review of some or all of the 
working papers. 
SUCCESSOR AUDITOR'S USE OF COMMUNICATIONS 
12. The successor auditor must obtain sufficient competent evidential matter to afford a reasonable 
basis for expressing an opinion on the financial statements he or she has been engaged to audit, 
including evaluating the consistency of the application of accounting principles. The audit evidence 
used in analyzing the impact of the opening balances on the current-year financial statements and 
consistency of accounting principles is a matter of professional judgment. Such audit evidence may 
include the most recent audited financial statements, the predecessor auditor's report thereon6 , the 
results of inquiry of the predecessor auditor, the results of the successor auditor's review of the 
predecessor auditor's working papers, and audit procedures performed on the current period's 
t ransact ions that may provide evidence about the opening balances or consistency. For example, 
evidence gathered during the current year's audit may provide information about the readabi l i ty and 
existence of receivables and inventory recorded at the beginning of the year. The successor auditor 
also may apply appropriate auditing procedures to account balances at the beginning of the period 
under audit and to transactions in prior periods. 
13. The successor auditor's review of the predecessor auditor's working papers may affect the 
nature, t iming, and extent of the successor auditor's procedures w i th respect to the opening balances 
and consistency of accounting principles. However, the nature, t iming and extent of audit work 
per formed and the conclusions reached in both these areas are solely the responsibility of the 
successor auditor. In reporting on the audit, the successor auditor should not make reference to the 
4An illustrative client consent and acknowledgment letter is contained in appendix A. 
5Before permitting access to the working papers, the predecessor auditor may wish to obtain a 
written communication from the successor auditor regarding the use of the working papers. An illustrative 
successor auditor acknowledgment letter is contained in appendix B. 
6The successor auditor may wish to make inquiries about the professional reputation and standing 
of the predecessor auditor. See SAS No. 1, Codification of Auditing Standards and Procedures (AICPA, 
Professional Standards, vol. 1, AU sec. 543.10a, "Part of Audit Performed by Other Independent Auditors"). 
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report or work of the predecessor auditor as the basis, in part, for the successor auditor's own 
opinion. 
AUDITS OF FINANCIAL STATEMENTS THAT HAVE BEEN PREVIOUSLY AUDITED 
14. If an auditor is asked to audit and report on financial statements that have been previously 
audited and reported on (henceforth referred to as a reaudit), the auditor considering acceptance of 
the reaudit engagement is also a successor auditor and the auditor who previously reported is also 
a predecessor auditor. In addition to the communications described in paragraphs 7 through 10, the 
successor auditor should state that the purpose of the inquiries is to obtain information about whether 
to accept an engagement to perform a reaudit. 
15. If the successor auditor accepts the reaudit engagement, he or she may consider the information 
obtained from inquiries of the predecessor auditor and review of the predecessor auditor's report and 
working papers in planning the audit. The information obtained f rom those inquiries and any review 
of the predecessor auditor's report and working papers are not sufficient to afford a basis for 
expressing an opinion. The nature, t iming, and extent of the audit work performed and the 
conclusions reached in the reaudit are solely the responsibility of the successor auditor performing the 
reaudit. 
16. The successor auditor should plan and perform the reaudit in accordance w i th generally accepted 
auditing standards. The successor auditor should not assume responsibility for the work of the 
predecessor auditor or issue a report that reflects divided responsibility as described in SAS N o . 1 , 
Codification of Auditing Standards and Procedures ( AICPA, Professional Standards, vol . 1 , AU sec. 
543, "Part of Audit Performed by Other Independent Auditors"). Furthermore, the predecessor auditor 
is not a specialist as defined in SAS No. 73 , Using the Work of a Specialist (AICPA, Professional 
Standards, vol . 1 , AU sec. 336) , or an internal auditor as defined in SAS No. 65 , The Auditor's 
Consideration of the Internal Audit Function in an Audit of Financial Statements (AICPA, Professional 
Standards, vol . 1 , AU sec. 322) . 
17. If the successor auditor has audited the current period, the results of that audit may be 
considered in planning and performing the reaudit of the preceding period or periods and may provide 
evidential matter that is useful in performing the reaudit. 
18. If, in a reaudit engagement, the successor auditor is unable to obtain sufficient competent 
evidential matter to express an opinion on the financial statements, the successor auditor should 
qual i fy or disclaim an opinion because of the inability to perform procedures the successor auditor 
considers necessary in the circumstances. 
19. The successor auditor should request working papers for the period or periods under reaudit and 
the period prior to the reaudit period. However, the extent, if any, to which the predecessor auditor 
permits access to the working papers is a matter of judgment. (See paragraph 11 of this Statement.) 
Valid reasons may lead the predecessor auditor to decide not to allow a review of the working papers. 
20. In a reaudit, the successor auditor generally will be unable to observe inventory or make physical 
counts at the reaudit date or dates in the manner discussed in paragraphs 9 - 1 1 of AU sec. 3 3 1 , 
"Inventories" (AICPA, Professional Standards, vol . 1). In such cases, the successor auditor may 
consider the knowledge obtained from his or her review of the predecessor auditor's working papers 
and inquiries of the predecessor auditor to determine the nature, t iming, and extent of procedures to 
be applied in the circumstances. It will always be necessary for the successor auditor performing the 
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reaudit to make, or observe, some physical counts of inventory at a date subsequent to the period 
of the reaudit, in connection w i th a current audit or otherwise, and apply appropriate tests of 
intervening transactions. Appropriate procedures may include tests of prior transactions, reviews of 
records of prior counts, and the application of analytical procedures such as gross profit tests. 
DISCOVERY OF POSSIBLE MISSTATEMENTS IN FINANCIAL STATEMENTS 
REPORTED ON BY A PREDECESSOR AUDITOR 
2 1 . If during the audit or reaudit, the successor auditor becomes aware of information that leads him 
or her to believe that financial statements reported on by the predecessor auditor may require 
revis ion, the successor auditor should request the client to inform the predecessor auditor of the 
s i tuat ion and arrange for the three parties to discuss this information and at tempt to resolve the 
matter. The successor auditor should communicate to the predecessor auditor any information that 
the predecessor auditor may need to consider in accordance w i th SAS No.1 (AICPA, Professional 
Standards, vol. 1 , AU sec. 5 6 1 , "Subsequent Discovery of Facts Existing at the Date of the Audi tor 's 
Report"), which sets out the procedures that an auditor should fol low when the auditor subsequently 
discovers facts that may have affected the audited financial statements previously reported on7. 
22. If the client refuses to inform the predecessor auditor or if the successor auditor is not satisfied 
wi th the resolution of the matter, the successor auditor should evaluate a) possible implications on 
the current engagement, and b) whether to resign from the engagement. Furthermore, the successor 
auditor may wish to consult w i th his or her legal counsel in determining an appropriate course of 
further action. 
EFFECTIVE DATE 
23. This Statement will be effective wi th respect to acceptance of an engagement after December 
3 1 , 1997. Early application is encouraged. 
7See SAS No. 58, Reports on Audited Financial Statements (AICPA, Professional Standards, vol 1, 
AU sec.508.70 - .74) for reporting guidance. 
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APPENDIX A 
ILLUSTRATIVE CLIENT CONSENT AND ACKNOWLEDGMENT LETTER 
Paragraph 11 of Statement on Audit ing Standards No. XX, Communications Between Predecessor 
and Successor Auditors (AICPA, Professional Standards, vol. 1 AU sec. XXX) states, "The successor 
auditor should request the client to authorize the predecessor auditor to allow a review of the 
predecessor auditor's working papers. The predecessor auditor may wish to request a consent and 
acknowledgment letter f rom the client to document this authorization in an effort to reduce 
misunderstandings about the scope of the communications being authorized." The fol lowing letter 
is presented for il lustrative purposes only and is not required by professional standards. 
[Date] 
ABC Enterprises 
[Address] 
You have given your consent to allow [name of successor CPA firm], as successor independent 
auditors for ABC Enterprises, access to our working papers for our audit of the December 3 1 , 1 9 X 1 , 
financial statements of ABC Enterprises. You also have given your consent to us to respond fully to 
[name of successor CPA firm] inquiries. You understand and agree that the review of our working 
papers is undertaken solely for the purpose of obtaining an understanding about ABC and certain 
informat ion about our audit to assist [name of successor CPA firm] in planning the audit of the 
December 3 1 , 19X2 financial statements of ABC Enterprises. 
Please conf i rm your agreement w i th the foregoing by signing and dating a copy of this letter and 
returning it to us. 
Attached is the form of the letter we will furnish [name of successor CPA firm] regarding the use of 
the working papers. 
Very truly yours, 
[Predecessor Auditor] 
By: 
Accepted: 
ABC Enterprises 
By: Date: 
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APPENDIX B 
ILLUSTRATIVE SUCCESSOR AUDITOR ACKNOWLEDGMENT LETTER 
Paragraph 1 1 , footnote 5 of Statement on Audit ing Standards No. XX, Communications Between 
Predecessor and Successor Auditors (AICPA, Professional Standards, vol . 1 AU sec. XXX) states, 
"Before permitt ing access to the working papers, the predecessor auditor may wish to obtain a 
wr i t t en communicat ion from the successor auditor regarding the use of the working papers." The 
fo l lowing letter is presented for illustrative purposes only and is not required by professional 
standards. 
[Date] 
[Successor Auditor] 
[Address] 
We have previously audited, in accordance with generally accepted auditing standards, the December 
3 1 , 1 9 X 1 , financial statements of ABC Enterprises, Inc. (ABC). We rendered a report on those 
financial statements and have not performed any audit procedures subsequent to the audit report 
date. In connection wi th your audit of ABC's 19X2 financial statements, you have requested access 
to our working papers prepared in connection w i th that audit. ABC has authorized our f irm to allow 
you to review those working papers. 
Our audit, and the working papers prepared in connection therewi th , of ABC's financial statements 
was not planned or conducted in contemplation of your review. Therefore, items of possible interest 
to you may not have been specifically addressed. Our use of professional judgment and the 
assessment of audit risk and materiality for the purpose of our audit means that matters may have 
existed that would have been assessed differently by you. We make no representation as to the 
sufficiency or appropriateness of the information in our working papers for your purposes. 
We understand that the purpose of your review is to obtain information about ABC and our 19X1 
audit results to assist you in planning your 19X2 audit of ABC. For that purpose only, we wil l provide 
you access to our working papers that relate to that objective. 
Upon request, copies will be provided of those working papers that provide factual information about 
ABC. You agree to subject any such copies or information otherwise derived f rom our working papers 
to your normal policy for retention of working papers and protection of client confidential information. 
Furthermore, in the event of a third-party request for access to your working papers prepared in 
connection w i th your audits of ABC, you agree to obtain our permission before voluntarily allowing 
any such access to our working papers or information otherwise derived f rom our working papers, 
and to obtain on our behalf any releases that you obtain from such third party. You agree to advise 
us promptly and provide us a copy of any subpoena, summons, or other court order for access to your 
working papers that include copies of our working papers or information otherwise derived therefrom. 
Please conf i rm your agreement w i th the foregoing by signing and dating a copy of this letter and 
returning it to us. 
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Very truly yours, 
[Predecessor Auditor] 
By: 
Accepted: 
[Successor Auditor] 
By: Date: 
[Even with the client's consent, access to the predecessor auditor's working papers may still be 
limited. Experience has shown that the predecessor auditor may be willing to grant broader access 
if given additional assurance concerning the use of the working papers. Accordingly, the successor 
auditor might consider agreeing to the following limitations on the review of the predecessor auditor's 
working papers in order to obtain broader access. 
* The successor auditor will not comment orally or in writing to anyone as a result of 
the review as to whether the predecessor auditor's engagement was performed in 
accordance with generally accepted auditing standards. 
* The successor auditor will not provide expert testimony, litigation support services or 
otherwise accept an engagement to comment on issues relating to the quality of the 
predecessor auditor's audit. 
* The successor auditor will not use the audit procedures or results thereof documented 
in the predecessor auditor's working papers as evidential matter in rendering an 
opinion on the 19X2 financial statements of ABC Enterprises, Inc. except as 
contemplated in Statement on Auditing Standards No. XX. 
The following paragraph illustrates the above: 
Because your review of our working papers is undertaken solely for the purpose described 
above, and will not entail a review of all of our working papers, you agree that (1) the 
information obtained from the review will not be used by you for any other purpose, (2) you 
are unable to and will not comment orally or in writing to anyone as a result of that review 
as to whether our audit was performed in accordance with generally accepted auditing 
standards, (3) you will not provide expert testimony, litigation support services, or otherwise 
accept an engagement to comment on issues relating to the quality of our audits, and (4) you 
will not use the audit procedures or results thereof documented in our working papers as 
evidential matter in rendering your opinion on the 19X2 financial statements of ABC except 
as contemplated in Statement on Auditing Standards No. XX.] 
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